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SUMMARY   OF   RECOMMENDATIONS 

This   listing   serves  as   a   means  of  summarizing   the   recommendations 
contained   in  the   report  and  the  audited  agency's   reply. 
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Recommendation  #1 

The  department  advertise   state  leases  due 

for   renewal  on  an  annual   basis.  5 

Agency   Response:      Conditionally  concur.      See  page  38. 

Recommendation   #2 

The  department  compile  a   list  of  oil  and 

gas  depth   leases   in   which   the   primary   term 

has  expired   and  distribute  it   to  state   lands 

oil  and  gas  lessees.  6 

Agency   Response:      Conditionally  concur.      See  page  38. 

Recommendation   #3 

The  department  ensure  completion   reports  are 

provided  by   lessees.  8 

Agency   Response:      Concur.      See  page  38. 

Recommendation  #4 
The  department: 

A.  Investigate  alternative  methods  of 
funding   fire  suppression  and   submit  a 
proposal   with   its  budget   request  for 

the   1989   biennium.  9 

Agency    Response:      Concur.      See   page  38. 

B.  Record  expenditures  in  the  proper  year.  9 
Agency   Response:      Concur.      See  page  39. 

Recommendation  #5 

The  department  establish   procedures  to  sup- 
port personal   service  expenditures  charged 
to  the  resource  development   program.  12 

Agency   Response:      Do  not  concur.      See  page  39. 
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INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Department 
of  State  Lands  (DSL)  for  each  of  the  two  fiscal  years  ended  June  30, 
1984  and  1985.  The  objectives  of  the  audit  were  to:  1)  determine 
if  the  department's  financial  schedules  present  fairly  the  results  of 
its  operations  in  accordance  with  state  accounting  policy  for  each 
of  the  two  fiscal  years  ended  June  30,  1984  and  1985;  2)  determine 
the  department's  compliance  with  applicable  laws  and  regulations; 
and  3)  make  recommendations  for  improvement  in  the  department's 
management  and   internal   controls. 

This  report  contains  10  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management,  financial  reporting,  and  compliance  with  laws 
and  regulations.  Other  areas  of  concern  deemed  not  to  have  a 
significant  effect  on  the  successful  operations  of  the  department 
are  not  included  in  this  report  but  have  been  discussed  with 
management.  To  meet  federal  reporting  requirements  the  body  of 
the  audit  report  discusses  instances  of  noncompliance  with  federal 
laws  and   regulations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  the  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing  the   recommendation. 

BACKGROUND 

The  Department  of  State  Lands  (DSL)  was  created  in  1927  and 
was  reorganized  in  its  present  form  by  Chapter  529,  Laws  of  1981. 
The  Board  of  Land  Commissioners  is  constitutionally  created  to  act 
as  the  department  head.  The  board  consists  of  the  Governor,  the 
Superintendent  of  Public  Instruction,  the  State  Auditor,  the  Secre- 
tary of  State,  and  the  Attorney  General.  The  land  commissioner  is 
appointed  by  the  Governor  subject  to  Senate  approval,  and  under 
the  direction  of  the  Board  of  Land  Commissioners  serves  as  the 
chief  administrative  officer. 


Under  the  board's  direction,  the  department  is  responsible  for 
the  care,  management,  and  disposition  of  the  state  lands.  DSL 
also  collects  and  receives  all  moneys  payable  to  the  state  as  fees, 
rentals,  royalties,  interest,  penalties  or  payments  on  mortgages, 
purchases,   or   leases  of  lands  administered  by  the  department. 

The  department  employed  approximately  250  FTE,  and  spent 
approximately  $15,333,000  and  $23,716,000  in  fiscal  years  1983-84 
and  1984-85,  respectively.  Total  revenue  collected  during  fiscal 
years  1983-84  and  1984-85  was  approximately  $58,300,000  and 
$91,098,000,    respectively. 

The  department's  activities  are  organized  under  five  divi- 
sions,  each   headed  by  an  administrator: 

Centralized  Services  Division  -  performs  the  overall  adminis- 
trative services  for  the  department.  The  division  processes  trust 
income  received  from  surface  and  subsurface  leases  for  school 
trust  funds.  Other  responsibilities  include  administration  of 
grants  from  the  U.S.  Office  of  Surface  Mining,  and  the  U.S. 
Forest  Service.  The  division  administers  the  department's  aviation 
operation  and  coordinates  the  department's  data   processing  activities. 

Land  Administration  Division  -  responsible  for  the  appraisal 
and  classification  of  all  state  lands.  The  division's  objective  is  to 
obtain  the  greatest  revenue  for  the  trust  funds  commensurate  with 
the  preservation  of  the  resource.  The  division  also  administers 
mineral   leases  for  school  trust  funds. 

Reclamation  Division  -  regulates  all  mining-related  surface 
disturbances   in  the  state. 

Forestry  Division  -  responsible  for  state  trust  lands  which 
are  principally  valuable  for  timber,  for  the  growing  of  timber,  or 
for  watershed  protection.  The  division  provides  for  fire  suppres- 
sion efforts  on   state  and  private  lands. 

Field  Operations  Division  -  responsible  for  operations  carried 
out    in    the    various    field    and    land    offices    throughout    the    state. 


Operations    in    the    field    offices    include    forestry    and    land    manage- 
ment  tasks. 

SUMMARY  OF  PRIOR  AUDIT  RECOMMENDATIONS 

The  financial-compliance  audit  of  the  Department  of  State 
Lands  for  the  two  fiscal  years  ended  June  30,  1983  contained  26 
separate  recommendations  directed  to  the  department.  We  reviewed 
the  status  of  these   recommendations  with   the  following   results: 

Partially  Not 

Implemented  Implemented  Implemented  Total 

13  6  7  26 

The  recommendations  which   have  not  been   implemented  are  addressed 
in     various     sections     of     this     report.        Recommendations     partially 
implemented   have  been   discussed  with  department  management. 

A  performance  audit  of  State-Owned  and  Leased  Land,  issued 
in  1983,  contained  18  separate  recommendations  still  applicable  to 
the  department.  We  noted  the  status  of  these  recommendations  as 
follows: 

Partially  Not 

Implemented  Implemented  Implemented  Total 

9  5  4  18 

An    explanation    of    those    recommendations    not    implemented    is    pre- 
sented  in   the   following    report   section. 

MAXIMIZING   TRUST    FUND    INCOME 

The  Office  of  the  Legislative  Auditor  conducted  a  performance 
audit  of  State-Owned  and  Leased  Land  in  1983.  As  part  of  that 
audit,  we  examined  the  department's  performance  in  maximizing 
revenues  generated  from  state  trust  lands.  Trust  lands  are  those 
lands  granted  to  the  state  by  the  federal  government  when  Montana 
was  admitted  into  the  Union.  Trust  land  funds  support  public 
schools,    universities,    and  other  educational  and   state  institutions. 


In  October  1983  the  Attorney  General  (AC)  issued  an  opinion 
which  held  that  the  Board  of  Land  Commissioners  has  an  absolute 
duty  to  achieve  fair  market  value  on  each  grazing  lease  it  negoti- 
ates. The  AC  quoted  sections  of  the  Montana  Constitution  and  the 
Enabling  Act  of  1889  as  sources  for  the  requirement  that  the  board 
obtain  fair  market  value  for  the  disposition  of  any  interest  in  state 
lands.  In  addition,  state  law  (77-1-202,  MCA)  requires  the  board 
to  administer  the  trust  land  funds  to  the  largest  measure  of  reason- 
able advantage  to  the  state. 

We  reviewed  the  implementation  status  of  the  recommendations 
made  as  a  result  of  the  performance  audit.  The  following  sections 
discuss  recommendations  for  which  the  department  has  not  taken 
adequate  corrective  action.  Each  of  these  findings  concern  the 
department's  constitutional  responsibility  to  maximize  income  to 
state  trust  land  funds  and  discuss  ways  the  income  can  be  in- 
creased. 

Competitive   Bidding   -  State   Leases 

One  way  to  maximize  income  of  the  trust  fund  would  be  to 
seek  competitive  bids  on  state  leases.  The  department  does  not 
actively  seek  competitive  bids  when  grazing  and  agricultural  leases 
are  renewed.  Our  previous  audit  work  revealed  that  only  five  per- 
cent of  grazing  leases  and  two  percent  of  agricultural  leases  were 
competitively  bid.  Department  officials  estimate  those  percentages 
have  not  significantly  changed  since  the  last  audit.  One  way  to 
encourage  more  competitive  bidding  would  be  to  advertise  leases  up 
for  renewal.  At  present,  only  leases  that  are  cancelled  are  ad- 
vertised by  the  department. 

We  estimate  that  advertising  costs  could  run  approximately 
$3,000-4,000  a  year.  This  would  enable  the  department  to  run  an 
annual  advertisement  in  selected  newspapers  for  seven  consecutive 
days.  According  to  a  department  official,  payments  for  leases  that 
are  competitively  bid  average  approximately  150  percent  of  the 
minimum  payment  required  from  a  state  lease.  For  example,  with 
an  average  annual   payment  of  $500   for  a  grazing   lease,    competitive 


bidding  would  result  in  an  estimated  $250  in  additional  income  to 
the  trust  per  lease.  Using  the  lease  payment  assumptions  in  this 
example,  competitive  bidding  on  less  than  twenty  additional  leases 
per  year  would  recover  the  advertising  costs.  A  department 
official  stated  approximately  900  leases  were  renewed  in  each  of  the 
past  two  fiscal  years. 

A  department  official  stated  the  department's  budget  does 
not  include  funds  for  advertising  leases.  The  department  has 
stated  that  competitive  bidding  is  limited  for  two  primary  reasons. 
The  first  is  that  the  present  lessee  is  allowed  to  meet  any  bid  on  a 
lease  renewal.  The  second  reason  is  that  people  hesitate  to  bid  on 
leases  that  have  been  held  by  neighbors  for  a  number  of  years. 
We  recognize  these  factors  may  decrease  competitive  bidding,  but 
we  believe  advertising  would  increase  competitive  bids  to  the 
extent  that   income  to  the  trust  would  be  increased. 

The  department  should  advertise  leases  due  for  renewal  as  a 
means  of  stimulating  more  competitive  bidding.  With  a  50  percent 
increase  in  revenue  for  leases  competitively  bid,  the  additional 
costs  incurred  by  advertising  could  be  recovered  with  little  in- 
crease in   competitive  bidding. 

RECOMMENDATION    /M 


WE       RECOMMEND      THE      DEPARTMENT      ADVERTISE      STATE 
LEASES   DUE   FOR   RENEWAL  ON   AN   ANNUAL   BASIS. 


Depth    Leasing 

Similar  to  the  issue  just  discussed,  the  performance  audit 
identified  the  need  to  actively  pursue  more  oil  and  gas  depth 
leases  as  a  means  of  increasing   income  to  the  trust. 

Depth    leasing    is   a    provision    whereby   more   than   one   lease  can 
exist  on   the  same  parcel   of  land.      Oil   and  gas   leases  are  originally 
granted   for  a   primary   term  of  ten   years.      The  lease  can   be  extended 
past    ten    years,     but    the    lessee    of    an    extended     lease    may    only 
produce    oil    and    gas     from    formations    discovered,     developed,     or 


drilled  during  the  first  ten  years  of  the  lease.  As  a  result,  it  is 
possible  for  oil  companies  to  procure  a  separate  lease  on  the  same 
parcel  of  land  for  oil  and  gas  deposits  which  might  be  above  or 
below  the  depth  drilled  by  the  original  lessee,  after  the  ten  year 
primary   lease  term  has  expired. 

In  our  previous  audit  we  recommended  the  department  attempt 
to  acquire  more  depth  leases  by  compiling  and  advertising  a  list  of 
oil  and  gas  leases  for  which  the  primary  term  has  expired  or  is 
due  to  expire  soon.  We  also  recommended  the  department  clarify 
the  provision  for  depth  leasing  in  its  lease  agreements  to  increase 
lessee's  awareness  of  this  provision.  The  department  only  took 
action  on  this  second  recommendation  by  changing  the  depth  lease 
description  on  the  lease  agreement  for  oil  and  gas  leases. 

The  department  has  not  compiled  a  list  of  depth  leases  whose 
primary  terms  have  expired  to  advertise  to  potential  lessees. 
However,  the  department's  automated  trust  land  management  system, 
currently  under  development,  will  have  the  capability  to  compile 
such  a  list.  When  available,  the  department  should  compile  the  list 
and  distribute  it  to  all  oil  and  gas  lessees  of  state  trust  lands. 
The  department  would  incur  little  cost  and  create  potential  for 
many  more  depth  leases.  This  would  be  in  line  with  the  depart- 
ment's statutory  mandate  to  manage  state  lands  in  a  way  that  will 
maximize  the  income  of  the  trust. 

RECOMMENDATION    #2 

WE  RECOMMEND  THE  DEPARTMENT  COMPILE  A  LIST  OF  OIL 
AND  GAS  DEPTH  LEASES  IN  WHICH  THE  PRIMARY  TERM 
HAS  EXPIRED  AND  DISTRIBUTE  IT  TO  STATE  LANDS  OIL 
AND  CAS   LESSEES. 


Verification  of  Oil  and  Gas   Production 

The  department  is  not  completely  verifying  production  from  oil 
and  gas  leases  on  state  land.  The  department  has  no  means  to 
determine  exact  production  amounts  for  each  well.      The  department 


needs  a  verification  system  to  assure  that  the  state  receives  cor- 
rect oil  and  gas  royalty  payment.  In  our  audit  period  of  fiscal 
years  1983-84  and  1984-85,  the  department  received  over  $13.7  mil- 
lion from  oil  and  gas  royalties.  These  royalties  made  up  approxi- 
mately 83   percent  of  total   mineral   royalty   revenue  for  the  period. 

Since  it  is  the  department's  purpose  to  manage  mineral  re- 
sources to  the  state's  best  advantage,  it  should  develop  a  royalty 
management  system  which  can  provide  complete  accountability  for 
all  oil  and  gas  production  on  state  land.  Such  a  system  would 
compliment  the  audits  that  are  presently  being  performed  by  the 
Department  of  Revenue  on  production  figures  submitted  by  oil  and 
gas  companies. 

The  following  section  discusses  a  possible  component  of  a  pro- 
duction verification  system.  With  this  system  the  department  will 
have  the  means  to  trace  oil  and  gas  production  on  state  land  back 
to  its  source  and,  thereby,  help  to  assure  that  the  state  receives 
its  correct   royalty   share  of  that  production. 

Completion   Reports 

A  completion  report  is  a  form  used  by  the  department  to 
determine  if  wells  are  producing  and  the  date  they  commenced 
production.  These  reports  are  reguired  of  every  oil  and  gas 
lessee.  Our  performance  audit  noted  these  reports  were  not  being 
filed  regularly.  This  condition  still  exists  as,  according  to  a 
department  official,  the  department  is  receiving  less  than  10  per- 
cent of  the  completion  reports  that  are  due.  As  a  result,  the 
department  is  not  able  to  determine  the  amount  produced  by  each 
well,    its   location,    or  the  production   starting  date. 

The  information  in  these  reports  could  be  used  with  royalty 
reports  in  a  production  field  inspection  to  verify  each  well's  spe- 
cific production  and  determine  the  state's  proper  royalty  from  that 
production. 

Department  officials  stated  limitations  of  staff  prohibit  them 
from  following  up  on  completion  reports  that  are  not  turned  in  by 
lessees. 


RECOMMENDATION    #3 

WE     RECOMMEND     THE     DEPARTMENT     ENSURE     COMPLETION 

REPORTS  ARE   PROVIDED    BY   LESSEES. 


FIRE   SUPPRESSION    FUNDING 

Responsibilities  of  the  Department  of  State  Lands  include  fire 
suppression.  Because  of  the  unpredictable  nature  of  fires,  it  is 
difficult  to  budget  for  fire  suppression  costs.  The  following 
paragraph  describes  the  method  of  funding  used  at  the  present 
time. 

The  department  pays  the  obligations  incurred  to  control  fires 
out  of  its  General  Fund  budget.  If  the  budget  is  not  sufficient, 
the  department  must  then  reguest  approval  from  the  Legislature 
for  supplemental  appropriations  to  cover  the  costs  incurred  to 
fight  the  fires.  This  arrangement  works  adequately  during  the 
first  year  of  the  biennium  because  appropriation  bills  authorize 
transfer  of  spending  authority  from  the  second  year  of  the  bien- 
nium to  the  first  without  a  supplemental  appropriation.  In  the 
second  year  of  the  biennium  the  department  must  request  that  the 
Legislature  grant  a  supplemental  appropriation  to  pay  for  the 
nonbudgeted  fire  suppression  costs  incurred  by   the  department. 

However,  if  during  the  second  year  of  a  biennium  the  fire 
season  starts  early  and  the  Legislature  has  adjourned,  the  depart- 
ment may  not  have  enough  General  Fund  appropriation  authority  to 
pay  for  its  normal  fire  operations.  This  occurred  during  June  1985, 
The  Legislature  was  not  in  session  when  a  large  fire  broke  out. 
There  was  not  enough  General  Fund  appropriation  authority  to  pay 
the  costs.  As  a  result,  the  department  charged  some  costs  in- 
curred in  fiscal  year  1984-85  to  fiscal  year  1985-86  appropriations. 
The  situation  was  brought  to  our  attention  by  department  officials 
during   the  audit. 

The  fire  in  question  began  on  June  24,  1985  and  was  con- 
trolled before  the  end  of  the  fiscal  year.  The  department  provided 
us   with   documentation   of  when   charges   were  actually    incurred   and 


which  year's  appropriations  they  were  charged  against.  As  a 
result  of  not  having  sufficient  budget  authority  to  absorb  fiscal 
year  1984-85  expenditures,  the  department  incorrectly  charged 
approximately  $212,000  as  fiscal   year   1985-86  expenditures. 

The  department  should  work  with  the  Legislature  and  the 
Office  of  Budget  and  Program  Planning  (OBPP)  to  develop  funding 
procedures  that  would  avoid  the  necessity  of  supplemental 
appropriations.  The  department  should  also  contact  other  states  in 
the  northwest  to  develop  ideas  on  how  to  improve  fire  suppression 
funding.  Other  states  in  the  northwest  have  studied  alternative 
methods  of  budgeting  for  forest  fire  protection.  These  include: 
a)  deficit  spending  authority;  b)  treating  state  lands  similar  to 
private  lands  and  assessing  a  fee  to  build  a  reserve;  and  c)  pro- 
viding a  General  Fund  appropriation  to  another  agency  to  be 
utilized  for  fire  suppression  when  needed  (i.e.,  emergency  funds). 
An  OBPP  official  suggested  the  department  submit,  with  their  next 
budget  reguest,  a  proposal  for  how  to  improve  funding  methods 
for  fire  suppression  costs. 

We  recommended  the  agency  develop  alternative  funding 
procedures  in  our  last  audit.  The  department  responded  that  they 
would  explore  other  avenues  of  fire  suppression  funding  but  did 
not  do  so. 

RECOMMENDATION    #4 

WE    RECOMMEND   THE  DEPARTMENT: 

A.  INVESTIGATE  ALTERNATIVE  METHODS  OF  FUNDING 
FIRE  SUPPRESSION  AND  SUBMIT  A  PROPOSAL  WITH 
ITS   BUDGET    REQUEST   FOR   THE   1989   BIENNIUM. 

B.  RECORD   EXPENDITURES    IN   THE   PROPER   YEAR. 


FEDERAL  AND   STATE   COMPLIANCE 

We  have  examined  the  financial  schedules  of  the  Department  of 
State  Lands  for  the  years  ended  June  30,  1984,  and  June  30, 
1985,  and  have  issued  our  report  thereon  dated  December  20, 
1985.       Our    examination     was    made     in     accordance    with     generally 


accepted  auditing  standards  and  Standards  for  Audit  of  Govern- 
mental Organizations,  Programs,  Activities,  and  Functions  and , 
accordingly,  included  such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

Our  audit  of  federal   moneys  was   performed   in  accordance  with 
the   requirements  in   the   U.S.    Office  of  Management  and   Budget   (OMB) 
Circular  A-102,   Attachment  P.      This  circular  provides   for  indepen- 
dent    audits     of     financial     operations,      including     compliance     with 
certain   federal   laws  and   regulations. 

The  Department  of  State  Lands  received  federal  funds  from 
the  U.S.  Department  of  Agriculture,  the  U.S.  Department  of 
Interior,  and  the  Federal  Emergency  Management  Agency  as  shown 
on  the  grant  schedule  on  page  36.  A  separate  audit  was  con- 
ducted and  report  issued  on  Federal  Emergency  Management 
Agency  funds.  Our  review  of  major  compliance  requirements 
included  adequacy  of  reporting,  cost  allowability,  cash 
management,   and  compliance  with  specific  grant  requirements. 

Based  on  our  examination  we  found  that,  except  for  the  issue 
concerning  unknown  disposition  of  federal  excess  property  dis- 
cussed on  page  17,  the  department  complied  with  the  terms  and 
conditions  of  the  federal  regulations  tested.  Except  for  the  in- 
stances of  noncompliance  with  state  law  described  in  the  following 
two  sections,  the  Department  of  State  Lands  complied  with  the 
terms  and  provisions  of  state  laws  and  regulations  for  the  transac- 
tions tested.  For  those  transactions  not  tested,  nothing  came  to 
our  attention  in  connection  with  our  examination  that  caused  us  to 
believe  that  the  Department  of  State  Lands  was  not  in  compliance 
with  the  terms  and  provisions  of  federal  and  state  laws  and  regu- 
lations. 

Resource  Development 

The  resource  development  program  was  established  by  the 
Legislature  with  the  intent  to  increase  the  value  of  the  state's 
trust     land    and     maximize     revenue    derived     from    the     land.       The 
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program  is  funded  from  income  received  from  state  trust  lands. 
Projects  generally  used  to  enhance  the  land's  resources  include 
agricultural  and  range-related  projects  such  as  water  spreading, 
irrigation,  land  leveling,  stockwater  wells,  and  range  renovation. 
According  to  state  law,  only  expenditures  directly  related  to 
projects  that  will  develop  or  conserve  resources  on  state  lands  can 
be  charged  against   resource  development  appropriations. 

Based  on  our  review  of  charges  made  against  the  resource 
development  program,  we  determined  the  department  does  not  have 
procedures  to  ensure  consistency  in  charging  the  program  for 
personal  services.  We  interviewed  personnel  whose  salaries  are 
charged  to  the  resource  development  program.  We  found  no 
support  documentation  to  justify  charging  100  percent  of  the 
geologist's  and  typist's  salaries  to  the  program.  We  could  not 
determine  that  all  their  time  is  allowable  under  the  specific  re- 
source development  statutes,  as  not  all  their  duties  are  related  to 
resource  development  projects. 

In  addition,  the  department  could  potentially  charge,  to  the 
resource  development  program,  a  portion  of  the  salaries  of  other 
personnel,  who  work  in  land  administration  because  some  of  their 
work  involves  developing  or  conserving  resources  on  state  land. 
For  example,  one  of  the  typists  estimated  that  15  to  20  percent  of 
her  time  involves  resource  development-related  work,  but  the 
program  is  not  charged  for  any  portion  of  her  salary.  The 
department  did  not  have  support  documentation  showing  why 
certain  salaries  were  charged  to  the  program  and  why  other 
salaries  were  excluded  from  the  program.  Any  allocation  of 
salaries  to  the  resource  development  program  should  be  made 
consistently  and  supported  by  documentation  to  show  the  charges 
are  allowable  under  the   resource  development  statutes. 

We  recommended  in  our  last  audit  that  the  department  utilize 
resource  development  funds  only  for  administrative  activities 
relating  to  resource  development  projects.  We  also  recommended 
the  department  analyze  charges  to  the  various  programs  and 
record  the  expenditures  in   the  benefitting   programs. 
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In  answer  to  our  prior  audit  recommendations  concerning 
resource  development,  the  department  did  request  to  shift  the 
geologist's  position  from  the  resource  development  program  to  land 
administration.  The  request  was  not  approved  by  OBPP  in  the 
preliminary  budgeting  process.  No  action  was  taken  on  our  recom- 
mendation that  the  department  analyze  costs  charged  to  the  pro- 
gram and   record  expenditures  in   the  benefitting   programs. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  PROCEDURES 
TO  SUPPORT  PERSONAL  SERVICE  EXPENDITURES  CHARGED 
TO  THE  RESOURCE  DEVELOPMENT  PROGRAM. 


Montana   Natural   Areas  Act 

The  department  has  not  complied  with  state  law  concerning 
the  Montana  Natural  Areas  Act  of  1974.  Under  the  Act,  the 
department  is  charged  with  the  responsibility  of  identifying  exist- 
ing and  potential  natural  areas  on  lands  under  its  jurisdiction.  The 
department  is  also  required  to  collect  information  for  potential 
natural  areas  on  private,  county,  and  other  state  land.  In  addi- 
tion, the  act  requires  the  department  to  make  recommendations  to 
the  Board  of  Land  Commissioners  for  designation  of  natural  areas 
on  state  lands,  and  acquisition  of  interests  in  other  lands  for  the 
preservation  of  natural  areas.  Another  part  of  the  Act  requires 
the  Board  of  Land  Commissioners  to  submit  annual  reports  to  the 
Legislature  on  its  designation  and  acquisition  activities.  The 
board   has  not  done  so  as  there  have  been   no  activities  to  report. 

According  to  a  department  official,  there  was  a  question  as  to 
the  constitutionality  of  the  Act  as  it  applies  to  state  lands.  The 
Enabling  Act  of  the  constitution,  which  admitted  Montana  into  the 
Union,  granted  two  sections  in  every  township  for  the  support  of 
common  schools  and  prohibited  disposition  of  such  lands  unless  the 
full    market   value   of  the   interest   in    the   land   disposed   of  has   been 
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paid.  In  1976  the  department  requested  an  Attorney  General's 
Opinion  on  whether  compensation  must  be  paid  for  school  trust 
lands  which  are  designated  natural  areas.  The  opinion  concluded 
the  state  must  compensate  the  school  trust  in  money  for  the  full 
appraised  value  of  any  school  lands  designated  as  or  exchanged 
for  natural  areas. 

The  department  official  stated  they  have  not  identified  any 
school  lands  as  potential  natural  areas  due  to  the  fact  no  funds 
have  ever  been  appropriated  by  the  Legislature  to  compensate  the 
common  school  trust.  He  also  said  the  department  had  not  identi- 
fied any  other  lands  as  potential  natural  areas  because  funds  are 
not  available  for  this  activity.  Notwithstanding  the  fact  that 
funds  have  not  been  appropriated  to  compensate  the  common  school 
trust,  the  department  is  not  relieved  of  its  statutory  responsibility 
to  identify  natural  areas. 

As  a  first  step  in  implementing  the  Montana  Natural  Areas  Act 
of  1974,  the  department  should  identify  existing  and  potential 
natural  areas  on  lands  under  its  jurisdiction.  This  information 
should  be  submitted  to  the  legislature  to  aid  in  its  decision-making 
on  funding.  Once  such  areas  are  identified  the  department  can 
then  request  funding,  if  necessary,  to  compensate  the  school  trust 
fund . 

RECOMMENDATION    #6 

WE  RECOMMEND  THE  BOARD  OF  LAND  COMMISSIONERS  AND 
THE  DEPARTMENT  IMPLEMENT  THE  PROVISIONS  OF  THE 
MONTANA   NATURAL  AREAS   ACT   OF   1974. 


LAND    RECORDS 

At  the  present  time  there  are  three  state  land  recording 
systems.  These  systems  are  maintained  by  the  Secretary  of 
State's  Office,  the  Department  of  Administration,  and  the  Depart- 
ment of  State  Lands. 
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The  Secretary  of  State  is  required  by  law  to  maintain  a  file  of 
original  deeds  for  all  state-owned  lands.  The  Secretary  of  State's 
Office  has  no  enforcement  authority  over  this  statute  so  it  relies 
on  each  state  agency  to  provide  the  ownership  records.  The 
information   is   infrequently  used  and  difficult  to  access. 

The  Department  of  Administration  (DofA)  maintains  the  Prop- 
erty Accountability  Management  System  (PAMS),  a  subsidiary 
ledger  of  the  Statewide  Budgeting  and  Accounting  System  (SBAS). 
PAMS  is  to  be  utilized  by  all  state  agencies  to  record  equipment, 
buildings,   and   land. 

The  Department  of  State  Lands  maintains  a  manual  central  file 
index  of  state-owned  land.  State  law  requires  all  state  agencies  to 
report  their  land  holdings  to  the  department.  The  department's 
manual  system  is  arranged  by  legal  description  and  this  is  the  only 
way  to  access  the  files. 

The  Department  of  State  Lands  is  currently  developing  an 
extensive  data  base  system  for  record-keeping  of  state  lands.  The 
system,  when  developed,  could  be  maintained  as  the  sole  land 
recording  system  for  the  state  of  Montana.  As  mentioned  above, 
the  Secretary  of  State  maintains  the  state's  deeds  as  required  by 
state  law.  In  order  to  consolidate  land  administration  functions  we 
recommended  in  our  last  audit  that  responsibility  for  filing  deeds 
should  be  shifted  from  the  Secretary  of  State's  Office  to  the 
Department  of  State  Lands.  Since  our  last  audit  the  department 
has  taken  no  action  on  this  recommendation.  We  spoke  with  an 
official  of  the  Secretary  of  State's  Office  and  he  stated  his  office 
would  be  willing  to  discuss  the  issue  of  transferring  the  deeds 
with  Department  of  State  Lands  personnel.  In  order  for  the 
transfer  to  take  place  legislation  will  need  to  be  introduced  to 
change  existing   law. 

At  this  time,  state  accounting  policy  requires  land  holdings  of 
state  agencies  be  recorded  on  PAMS.  We  recommend  that  state 
agencies  utilize  the  Department  of  State  Lands'  data  base  to  record 
the  detail  on  their  land  holdings  and  record  the  cost  of  their  land 
in  total  as  a  single  entry  on  PAMS  at  each  fiscal  year-end. 
Utilizing    the   two    systems    this    way    would    help   accomplish    the   goal 
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of  a  single  statewide  land  recording  system  while  maintaining  the 
accuracy  of  the  state's  financial  records.  In  order  to  implement 
this  plan,  the  Department  of  State  Lands  and  the  DofA  Accounting 
Division  should  discuss  a  new  state  accounting  policy  for  the 
recording  of  state  agency  land  holdings.  The  policy  could  include 
procedures  for  all  agencies  to  record  their  land  holdings  on  DSL's 
data  base  system  in  detail.  Agencies  should  reconcile  the  data 
base  amount  with  the  amount  recorded  in  total  on  PAMS  at  fiscal 
year-end   for  each  agency. 

The  consolidation  of  the  state's  land  records  will  require 
coordination  from  all  state  agencies,  and  in  particular  the  Depart- 
ment of  State  Lands,  the  Secretary  of  State's  Office,  and  the 
Accounting  Division  of  the  Department  of  Administration.  In  the 
long  run,  the  existence  of  one  central  land  recording  system  will 
save  costs  by  eliminating  duplicate  records  and  will  improve  effi- 
ciency. Also  the  ability  to  access  land  information  via  the  data 
base  in  many  different  ways  will  improve  both  efficiency  and 
effectiveness   in   matters   involving    state   lands. 

RECOMMENDATION    #7 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  INITIATE  DISCUSSIONS  WITH  THE  SECRETARY  OF 
STATE  ON  THE  FEASIBILITY  OF  TRANSFERRING  RE- 
SPONSIBILITY FOR  STATE  LAND  DEEDS  TO  THE  DE- 
PARTMENT. 

B.  CONSULT  WITH  THE  DEPARTMENT  OF  ADMINISTRA- 
TION, ACCOUNTING  DIVISION,  ON  THE  UTILIZATION 
OF  THE  LAND  MANAGEMENT  DATA  BASE  AS  THE 
STATE'S  PRIMARY  LAND  RECORDS  FOR  ALL  STATE 
AGENCIES. 


INTERNAL   CONTROL 

We  have  examined   the  financial   schedules  of  the  Department  of 
State   Lands  for  the  two  fiscal   years  ended  June  30,    198U  and   1985. 
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We  issued  our  opinion  dated  December  20,  1985,  on  these  sched- 
ules. As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  control  systems  of  the  department.  Our  study  evaluated 
the  system  as  required  by  generally  accepted  auditing  standards 
and  Standards  for  Audit  of  Governmental  Organizations,  Programs, 
Activities,  and  Functions  for  financial-compliance  audits.  We 
classified  the  controls  in  the  following  categories: 

1 .  revenue; 

2.  payroll; 

3.  expenditures; 

4.  federal  grants;   and 

5.  property,    plant,    and  equipment. 

Our  study  included  the  control  categories  listed  above. 
Through  our  study,  we  determined  the  nature,  timing,  and  extent 
of  our  auditing  procedures.  We  studied,  but  did  not  evaluate, 
controls  over  property,  plant,  and  equipment  and  federal  grants. 
We  performed  specific  compliance  testing  on  grants  to  determine 
whether  the  department  complied  with  federal  regulations.  We  did 
not  evaluate  the  control  system  to  the  extent  necessary  to  give  an 
opinion  on  either  individual   segments  or  the  system  as  a  whole. 

The  management  of  the  department  is  responsible  for  estab- 
lishing and  maintaining  a  system  of  accounting  control.  In  fulfill- 
ing this  responsibility,  estimates  and  judgments  by  management  are 
required  to  assess  the  expected  benefits  and  related  costs  of 
control  procedures.  The  objectives  of  a  system  are  to  provide 
management  with  reasonable  assurance  that:  1 )  assets  are  safe- 
guarded against  loss  from  unauthorized  use  or  disposition;  2)  trans- 
actions are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  schedules  in  accordance  with  state 
accounting  policies.  Inherent  limitations  in  any  system  of  controls 
may  cause  errors  or  irregularities  to  remain  undetected.  The 
current  system  evaluation  should  not  be  used  to  project  to  future 
periods  since  the  procedures  may  become  inadequate  or  compliance 
with  them  may  deteriorate. 
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The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls  used  by  the  department.  Our  study  disclosed 
no  condition   that  we  believed  to  be  a  material   weakness. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  Legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  presentation  to 
the  Legislative  Audit  Committee,    is  a  matter  of  public   record. 

ACCOUNTING    ISSUES 

The  following  three  sections  discuss  accounting  related  audit 
findings.  These  sections  include  financial  reporting  and  accounta- 
bility concerns  regarding  federal  property  held  by  the  department, 
and   proper   revenue   recognition. 

Property   Locations 

We  tested  ten  items  on  the  federal  excess  property  inventory 
listing  to  ensure  the  location  was  properly  recorded.  Two  of  the 
items  were  not  in  the  location  documented  on  the  inventory.  Both 
exceptions  were  due  to  the  transfer  of  the  items  without  updating 
the  location  code  on  the  inventory.  In  order  to  maintain  account- 
ability for  inventory  items  it  is  important  that  the  location  of  the 
item   is  up  to  date  on   the  inventory  listing. 

RECOMMENDATION    #8 

WE      RECOMMEND      THE      DEPARTMENT      ENSURE      LOCATION 

CODES     ARE     UPDATED     WHENEVER     PROPERTY     ITEMS     ARE 

TRANSFERRED. 


Unknown   Disposition 

The  department's   inventory  list  of  federal   excess   property   in- 
cludes approximately   150   items  which   have  unknown   locations.      The 
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department  does  not  know  if  the  items  are  still  in  use  or  what  has 
happened  to  them.  Before  the  inventory  was  put  on  an  automated 
system,  the  department  maintained  manual  inventory  cards  to  keep 
track  of  each  property  item.  The  items  in  question  are  those  that 
did  not  show  up  in  the  department's  most  recent  physical  count 
but,  according  to  the  manual  cards,  had  not  been  disposed  of  by 
the  department. 

The  property  coordinator  for  the  Forestry  Division  stated  that 
he  did  not  delete  the  items  from  the  inventory  because  he  thinks 
the  items  are  somewhere  in  the  field.  He  noted  several  items 
originally  not  located  had  since  been  found  and  a  location  number 
assigned  on   the  inventory  list. 

To  ensure  both  accurate  financial  reporting  and  compliance 
with  federal  regulations,  specifically  Attachment  N  of  OMB  Circu- 
lar A-102,  the  department  should  locate  the  items  with  unknown 
disposition  and  update  their  inventory  accordingly. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  DEPARTMENT  DETERMINE  DISPOSITION 

FOR  ALL  FEDERAL  EXCESS  PROPERTY  AND  UPDATE  THE 

INVENTORY. 


Revenue     Recognition 

We  noted  federal  reimbursement  for  fire  suppression  costs 
incurred  by  the  Forestry  Division  are  not  recorded  in  the  proper 
fiscal  year.  In  March  of  each  year  the  division  bills  the  federal 
government  for  the  costs  incurred  during  the  previous  fire  season. 
The  revenue  is  not  recorded  until  it  is  received  in  July  of  the 
next  fiscal  year. 

According  to  state  accounting  policy,  the  revenue  is  suscept- 
ible to  accrual  at  fiscal  year-end  because  the  amount  is  known  and 
the  actual  receipt  of  the  money  is  expected  the  following  month. 
Recording  the  accrual  would  ensure  the  revenues  are  recorded  in 
the   same   fiscal    year   that   the    related    expenditures   were    recorded. 
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As  a  result  of  recording  revenues  in  the  wrong  fiscal  year,  reve- 
nue is  understated  by  $11,421  and  $20,382  in  fiscal  years  1983-84 
and   1984-85,    respectively  on   the  state's  accounting   records. 

A     department     accountant     stated      that     this      reimbursement 
revenue  has  always  been   recorded   in   the  subsequent  fiscal   year. 

RECOMMENDATION    #10 

WE  RECOMMEND  THE  DEPARTMENT  RECOGNIZE  REVENUE 
THAT  IS  SUSCEPTIBLE  TO  ACCRUAL  AT  FISCAL  YEAR-END 
IN   ACCORDANCE  WITH   STATE  ACCOUNTING    POLICY. 


BOND   SWAPS 

To  improve  investment  portfolios,  the  Board  of  Investments 
sometimes  sells  one  security  to  provide  funds  for  the  purchase  of 
another  offering  a  higher  yield.  The  original  security  is  often 
sold  at  a  loss.  These  transactions  are  referred  to  as  "bond 
swaps. " 

In  the  past  two  audit  reports  issued  by  this  office  we  recom- 
mended the  Department  of  Administration  utilize  the  completed 
transaction  method  when  accounting  for  bond  swaps.  Additionally, 
we  recommended  the  Department  of  State  Lands  (DSL)  continue  to 
amortize  gains  and  losses  on  bond  swaps  when  determining  the 
allocation   of  investment  earnings   to  educational   institutions. 

The  Department  of  Administration  implemented  the  recommen- 
dation for  financial  statement  purposes.  Beginning  in  fiscal  year 
1985-86  the  board  will  account  for  these  transactions  on  the  state's 
accounting  records  in  accordance  with  the  completed  transaction 
method.  This  complies  with  the  state  law  which  requires  the 
state's  accounting  records  to  reflect  compliance  with  generally 
accepted  accounting   principles. 

However,  accounting  for  bond  swaps  using  the  completed 
transaction  method  results  in  a  $9.2  million  temporary  reduction  of 
the  Trust  and  Legacy  Fund  corpus.  Article  X,  Sections  3  and  10, 
Constitution  of  Montana,  states  that  the  funds  of  the  educational 
institutions      ".    .    .    shall       forever      remain       inviolate    ..."         The 
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Montana  Supreme  Court  in  the  case  of  In  Re  Montana  Trust  and 
Legacy  Fund,  stated  that  the  rule  of  inviolability  would  not  pre- 
clude the  sale  of  securities  at  less  than  their  purchase  price  with 
the  intention  of  improving  a  portfolio.  The  justices  interpreted 
the  requirement  that  funds  remain  inviolate  to  mean  that  the 
principal  could  not  be  permanently  impaired  by  direct  application 
to  educational  purposes,  or  diversion  to  non-educational  purposes. 
Based  upon  this  interpretation,  the  impairment  of  the  Trust  and 
Legacy  Fund  corpus  resulting  from  losses  on  bond  swaps  does  not 
violate  the  intent  of  Article   X,    Constitution  of  Montana. 

The  immediate  restoration  of  the  loss  of  principal  requires  an 
allocation  of  interest  income  to  the  permanent  funds.  Because 
restoring  the  unamortized  net  loss  of  $9.2  million  in  one  year 
would  require  a  significant  diversion  of  interest  from  that  allocated 
to  the  educational  institutions,  DSL  should  continue  to  determine 
the  amount  of  distributable  income  in  accordance  with  the  deferral 
method. 
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AUDITOR'S   OPINION    LETTER 


AMD   AGENCY    FINANCIAL  SCHEDULES 


SUMMARY   OF  AUDIT   OPINiON 

The  auditor's  opinion  is  intended  to  convey  to  the  reader  the 
amount  of  reliance  which  can  be  placed  on  the  financial  information 
presented. 

The  unqualified  opinion  issued  in  this  report  means  the 
reader  of  the  financial  schedules  may  rely  on  the  fairness  of  the 
amounts  presented  for  the  Department  of  State  Lands'  financial 
activity,  as  well  as  the  department's  financial  information  on  the 
Statewide   Budgeting  and   Accounting   System. 


STATE  OF  MONTANA 


SCOTT  A.  SEACAT 

LEGISLATIVE  AUDITOR 


<&iiizt  al  tht  Qtyizlntiixz  ^vcbitxxx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL- 
JOHN  W.  NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  financial  schedules  of  the  various  funds 
of  the  Department  of  State  Lands  for  each  of  the  fiscal  years 
ending  June  30,  1984,  and  1985  as  shown  on  pages  23  through  35. 
Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  Standards  for  Audits  of  Governmental 
Organizations,  Programs,  Activities,  and  Functions  and,  accord- 
ingly, included  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  depart- 
ment's financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  sched- 
ules are  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  princi- 
ples. 

The  department  changed  its  method  of  accounting  for  common 
school  equalization  payments  and  recorded  revenue  in  the  Special 
Revenue  Fund  and  Nonexpendable  Trust  Fund  at  fiscal  year-end 
1 984-85 .  In  the  past,  no  year-end  accrual  had  been  made.  The 
effect  of  this  change  is  to  increase  fiscal  year  1984-85  revenues  by 
$24,594,516  and  $1,294,448  in  the  Special  Revenue  Fund  and 
Nonexpendable  Trust  Fund,  respectively.  Deductions  are  increased 
$25,888,964  in  the  Agency  Fund  for  fiscal  year  1984-85.  This 
change  in  method  results  in  the  above  financial  effects  for  the  one 
fiscal   year  only. 
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In  our  opinion,  the  schedules  referred  to  in  paragraph  one 
present  fairly  the  results  of  operations  and  the  changes  in  fund 
balance  of  the  various  funds  of  the  Department  of  State  Lands  for 
the  two  fiscal  years  ended  June  30,  1985,  in  conformity  with  the 
basis  of  accounting  described  in  Note  1  applied  on  a  consistent 
basis,  except  for  the  change,  with  which  we  concur,  in  the  ac- 
counting policy  for  recording  common  school  payments  as  described 
in   paragraph  three. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  schedules.  The  Schedule  of  Federal 
Grant  Receipts  is  presented  for  purposes  of  additional  analysis  and 
is  not  a  required  part  of  the  basic  financial  schedules.  Such 
information  has  been  subjected  to  the  auditing  procedures  applied 
in  the  examination  of  the  basic  financial  schedules  and,  in  our 
opinion,  is  fairly  stated  in  all  material  respects  in  relation  to  the 
financial   schedules   referred  to  in   paragraph  one. 


Respectfully   submitted, 

James  H.   Cillett,   CPA 
Deputy   Legislative  Auditor 


December  20,    1985 
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DEPARTMENT  OF  STATE  LANDS 


FUND  BALANCE,  July  1,  1983 


General 
Fund 

-0- 

FOR 

SCHEDULE  OF  CHANGES 
THE  TWO  FISCAL  YEARS 

IN  FUND  BALANCE 
ENDING  JUNE  30, 

1985 

Special 

Revenue 

Fund 

$  2,514,017 

Capital 
Projects 

Fund 

Internal 
Service 

Fund 

Nonexpendable 
Trust  Fund 

$ 

1        32,537 

$  40,689 

$204,112,772 

ADDITIONS: 

Fiscal  Year  1983-84 
Budgeted  Revenue  137,906 

Prior  Year  Revenue  Adjustments  (13,577) 

Support  From  the  State  of  Montana        5,647,816 
Cash  Transfer  In 

Fiscal  Year  1984-85 
Budgeted  Revenue  and  Transfers  In  158,112 

Prior  Year  Revenue  Adjustments 
Support  From  the  State  of  Montana        7,682,548 

Cash  Transfer  In  

Total  Additions  13,612,805 


45,063,552 
135,545 


76,620,648 
(203,839) 


121,615,906 


.2,847 


835,304 


1,698,151 


150,812 


216,422 


367,234 


12,084,466 

162,170 
13,267,829 

358,026 
25,872,491 


REDUCTIONS: 

Fiscal  Year  1983-84 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 

Residual  Equity  Transfer 

Direct  Entries  to  Fund  Balance 

Cash  Transfer  Out 
Fiscal  Year  1984-85 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 

Cash  Transfer  Out 

Total  Reductions 


5,791,139 
(4,256) 

(14,738) 


7,837,826 
2,834 

13,612,805 


9,439,491 
980 

142,550 
36,164,437 

15,747,515 
(304,^41) 
36,631,679 
97,822,211 


852,189 


851,563 
1,703,752 


102,555 
2,682 


131,035 

3,972 

240,244 


493,686 


493,686 


FUND  BALANCE,  June  30,  1985 


"See  footnote  7. 


-0- 


$26,307,712 


$    26,936 


$167,679 


$229,491,577 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  31  through  35. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  REVENUE  AND  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Licenses 

&  Permits 

Taxes 

Service 
Fees 

Investment 
Earnings 

Reimbursements 

$2,000 
2.058 

$90,000 
76,762 

$ 

65,338 
29,893 

$  19,030 
49,399 

$   58 

$(13,238) 

$ 

(35,445) 

$  30,369 

Sale  of 

Documents , 

Merchandise 


Miscellaneous 


Rentals,  Grants, 
Leases,  &  Gifts,  & 
Royalties   Donations 


Transfers 


Federal 
Assistance 


Total 


$   176,368 

158,112 

$    (18,256) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue  and 

Transfers  In 
Actual  Revenue  and 

Transfers  In 
Collections  Over 
(Under)  Estimate 


CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
("Under)  Estimate 


INTERNAL  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
("Under)  Estimate 


$5,000   $800,000 

7,445    833,290 

$2,445    $  33,290 


$37, 

900,845 

$150,970 

$ 

110,000 

$664, 

,343 

$ 

180,000  $  501, 

,146 

62, 

264,740A 

117,037 

108,933 

568, 

,683 

399,413   315, 

,264 

$24, 

363,895 

$(33,933) 

$ 

(1,067) 

$(95: 

,660) 

$ 

219,413  $(185 

,882; 

$ 

3,600 
1,077 

$ 

150,000 
351,100 

$ 

575,000 
483,127 

$ 

(2,523) 

$ 

201,100 

$ 

(91,873) 

$160,000 
216,422 

$  56,422 

S  1 
3 

,984,255 
,265,824 

$1 

1 

,622,100 
,857,890 

$ 

8 

8 

,017,200 
,123,630 

$  1 

,281,569 

$ 

235,790 

$ 

106,430 

'.4,158,735  $7,412,710  $51,883,749 
4,417,498  7,588,345  76,620,648 
?   258,763     $   175,635    $24,736,899 


10,485 


$   728,600 
835,30^ 

$   106,704 


$   160,000 
216,422 


56,422 


10,000    $11,633,555 
20,485     13,267,829 


$  1,634,2^ 


See  footnote  7 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  31  through  35. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  REVENUE  -  ESTIMATE  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1984 


Sale  of     Rentals, 
Documents,    Leases,  Grants, 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
fUnderl  Estimate 


CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
Hinder"!  Estimate 


INTERNAL  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Licenses 

&  Permits 

Taxes 

Service 

Fees 

Investment 
Earnings 

Reimbursements 

Merchandise 
&  Property 

R 

and 

ovalties 

Miscellaneous 

Gifts,  & 
Donations 

Federal 
Assistance 

Total 

$2,000 
2,653 

$90, 
84 , 

,000 
,045 

$     13,000 
15,394 

$  12,124 
35,814 

$ 

117,124 
137,906 

$   653 

$(5, 

,955) 

$     2,394 

$  23,690 

$ 

20,782 

$3,000 
7,550 

$750,000 
874,280 

$32,225,000 
37,208,472 

$  87,876 
49,566 

$    110,000 
101,676 

y 

175,000 
182,950 

$734,000 
653,675 

$450,000 
442,670 

$  7,499,300 
5,542,713 

$42 
45 

,034,176 
,063,552 

$4,550 

$124,280 

$  4,983,472 

$(38,310) 

$     (8,324) 

$ 

7,950 

2(80,325) 

$  (7,330) 

$(1,956,587) 

$  3 

,029,376 

$     3,600 
1,409 

$    350,000 
139,907 

$ 

525,000 
721,531 

$ 

878,600 

862,847 

$     (2,191) 

$   (210,093) 

$ 

196,531 

$ 

(15,753 

$114,145 
150,812 

$ 

114,145 
150,812 

$  36,667 

$ 

36,667 

NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  1,684,211 
1,946,465 

$    262,254 


$1,750,100   $8,017,200 
1,852,955   8,251,361 

$   102,855   $   234,161 


9,300   $11,460,811 
33,685   12,084,466 


?4,385   $   623,655 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  31  through  35. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  PROGRAM  EXPENDITURES  BY  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


Central 
Management 


Reclamation 


Land 
Administration 


Resource 
Development 


Forestr}? 


Total 


GENERAL  FUND 
Budget 


$   963,983 


Actual 
Personal  Services 
Operating  Expenses 
Equipment 
Grants 

A55.526 

206,601 

43,279 

255,000 

Capital  Outlay 

Total  Actual 

960,406 

Unspent  Budget  Authority 

$ 

3,577 

SPECIAL  REVENUE  FUND 

Budget 
Actual 
Personal  Services 

$ 

129,089 
84,143 

$10, 

1. 

,556; 
,071, 

,857 
,296 

Operating  Expenses 

40,861 

2. 

,311, 

,816 

Equipment 
Capital  Outlay 

2,661 

4. 

8, 

62, 
,710, 
,156, 

,906 

,887 

Total  Actual 

127,665 

,905 

Unspent  Budget  Authority 

$ 

1,424 

$  2, 

,399, 

,952 

INTERNAL  SERVICE  FUND 

Budget 
Actual 

$ 

142,365 

Operating  Expenses 
Total  Actual 

131,035 
131,035 

Unspent  Budget  Authority 

$ 

11,330 

$312,897 

252,364 

57,000 

2,170 


311,534 
$   1,363 


$102,605 

86,312 
15,793 


102,105 
!    500 


$728,411 

173,819 
207,694 

69,642 

451,155 
$277,256 


$  6,579,874 

98,221 

6,141,063 

296,951 

29,651 

6,565,886 

$    13,988 


$7,429,234 

5,766,811 

878,974 

250,575 

13,325 

6,909,685 

$   519,549 


$  7,856,754 

806,111 

6,404,664 

342,400 

255,000 

29,651 

7,837,826 

$    18,928 


$18,946,196 

7,182,381 

3,455,138 

316,142 

4,793,854 

15,747,515 

$  3,198,681 


142,365 


131,035 

131,035 

11,330 


PROGRAM  TOTAL 

Budget  $1,235,437 

Actual 

Personal  Services  539,669 

Operating  Expenses  378,497 

Equipment  45,940 

Grants  255,000 
Capital  Outlay 

Total  Actual  1,219,106 

Unspent  Budget  Authority  S    16,331 


$10,556,857 

1,071,296 

2,311,816 

62,906 


4, 

,710, 

,887 

8, 

,156, 

,905 

$  2, 

,399, 

,952 

$415,502 

338,676 

72,793 

2,170 


413,639 
$   1,863 


$728,411 

173,819 
207,694 


69,642 

451,155 

$277,256 


$14,009,108 

5,865,032 

7,020,037 

547,526 

42,976 

13,475,571 

$   533,537 


$26,945,315 

7,988,492 

9,990,837 

658,542 

255,000 

4,823,505 

23,716,376 

$  3,228,939 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to 
the  financial  schedules  on  pages  31  through  35. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  PROGRAM  EXPENDITURES  BY  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1984 


Central 
Management 


Reclamation 


Land 
Administration 


Resource 
Development 


Forestry 


Total 


GENERAL  FUND 
Budget 
Actual 

Personal  Services 

Operating  Expenses 

Equipment 

Capital  Outlay 

Grants 

Total  Actual 
Unspent  Budget  Authority 


$   876,405 

446,996 

140,988 

1,482 

255,000 

844,466 

S   31,939 


$307,234 

245,582 
52,035 


297,617 
$   9,617 


$4,835,170   S  6,018,809 


2,730,326 

1,559,624 

313,825 

45,281 

4,649,056 
$   186,114 


3,422,904 
1,752,647 

315,307 
45,281 

255,000 
5,791,139 

227,670 


SPECIAL  REVENUE  FUND 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 
Capital  Outlay 
Total  Actual 
Unspent  Budget  Authority 


$   122,191 

68,739 
30,896 

16,351 

115,986 
$    6,205 


$8,449,557 

976,326 

2,153,146 

26,768 

2,998,477 

6,154,717 

$2,294,840 


$  86,509 

71,981 
14,488 


86,469 
40 


$707,968 

137,807 

54,456 

1,596 

259,956 

453,815 

$254,153 


$2,849,651    $12,215,876 


1,423,739 

1,064,556 

140,209 

2,628,504 


2,678,592 
3,317,542 
184,924 
3,258,433 
9,439,491 


11,147   $  2,776,385 


INTERNAL  SERVICE  FUND 
Budget 
Actual 
Operating  Expenses 
Total  Actual 
Unspent  Budget  Authority 


$   113,900 


102,555 

102,555 

11,345 


$ 

113 

,900 

102 

,555 

102 

,555 

$ 

11 

,345 

PROGRAM  TOTAL 
Budget 
Actual 

Personal  Services 

Operating  Expenses 

Equipment 

Capital  Outlay 

Grants 

Total  Actual 
Unspent  Budget  Authority 


$1,112,496 

515,735 

274,439 

17,833 

255,000 

1,063,007 

?   49,489 


$8,449,577 

976,326 

2,153,146 

26,768 

2,998,477 

6,154,717 
$2,294,860 


$393,743 

317,563 
66,523 


384,086 
$   9,657 


$707,968 

137,807 

54,456 

1,596 

259,956 

453,815 
$254,153 


$7,684,821    $18,348,605 


4,154,065 

2,624,180 

454,034 

45,281 

7,277,560 


6,101,496 

5,172,744 
500,231 

3,303,714 

255,000 

15,333,185 


$   407,261    $  3,015,420 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  31  through  35. 
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DEPARTMENT  OF  STATE  LANDS 


SCHEDULE 

OF  PROGRAM  EXPENDITURES  BY  OBJECT 

FOR 

THE  FISCAL  YEAR 

ENDED  JUNE  30, 

1985 

Central 

Land 

Resource 

Management 

- 

Reclamation 

Administration 

Development 

Forestry 

Total 

PERSONAL  SERVICES 

Salaries 

$    451,908 

$   894,499 

$275,307 

$144,574 

$  3,092,308 

$4,858,596 

Hourly  Wages 

6,626 

1,949,232 

1,955,858 

Other  Compensation 

237 

237 

Emplovee  Benefits 

87,761 

176,797 

56,743 

29,245 

823,255 

1,173,801 

Total  Personal  Services 

539,669 

1,071,296 

338,676 

173,819 

5,865,032 

7,988,492 

OPERATING  EXPENSES 

Contracted  Services 

113,167 

1,823,040 

12,224 

82,003 

4,264,687 

6,295,121 

Supplies  and  Materials 

71,405 

33,204 

12,906 

37,730 

1,064,028 

1,219,273 

Communications 

19,945 

39,883 

15,087 

4,760 

146,153 

225,828 

Travel 

10,334 

86,927 

26,285 

9,257 

93,755 

226,558 

Rent 

67,950 

159,713 

86 

4,717 

987,159 

1,219,625 

Utilities 

10,526 

4,357 

471 

84,157 

99,511 

Repair  and  Maintenance 

80,983 

10,907 

4,550 

1,028 

330,562 

428,030 

Other  Expenses 

4,187 

153,785 

1,655 

67,728 

49,536 

276,891 

Total  Operating  Expenses 

378,497 

2,311,816 

72,793 

207,694 

7,020,037 

9,990,837 

EQUIPMENT 

Total  Equipment 


45,940 


45,940 


62,906 


62,906 


2,170 


2,170 


547,526 


547,526 


658,542 
658,542 


CAPITAL  OUTLAY 

Land  and  Interest  in  Land 
Other  improvements 

Total  Capital  Outlay 


4.710.887 


4,710,887 


1,479 
68,163 
69,642 


42,976 


42,976 


4,712,366 

111,139 

4,823,505 


GRANTS 

From  State  Sources 
Total  Grants 


255,000 


255,000 


!55,000 


255,000 


TOTAL  PROGRAM  EXPENDITURES 


$  1,219,106 


1,156,905 


$413,639 


$451,155 


$13,475,571 


$23,716,376 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
financial  schedules  on  pages  31  through  35. 


Additional  information  is  provided  in  the  notes  to  the 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  PROGRAM  EXPENDITURES  BY  OBJECT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1984 


Central 

Management 


Reclamation 


Land 
Administration 


Resource 

Development 


Forestry 


Total 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 

Total  Personal  Services 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 

Total  Operating  Expenses 

EQUIPMENT 

Total  Equipment 

CAPITAL  OUTLAY 
Land  and  Interest  in  Land 
Other  Improvements 

Total  Capital  Outlay 

GRANTS 

From  State  Sources 
Total  Grants 

TOTAL  PROGRAM  EXPENDITURES 


$    433,503 

82,232 
515,735 


60,997 
40,435 
16,521 
16,075 
57,055 
10,070 
70,944 
2,342 
274,439 

17,833 
17,833 


255,000 
255,000 


$1,063,007 


$   818,295 


158,031 
976,326 


1,826,281 
28,021 
32,977 
83,383 
82,316 
2,371 
11,109 
86,688 

2,153,146 

26,768 
26,768 


2,998,477 


2,998,477 


$6,154,717 


$263,982 

1,146 

52,435 

317,563 


11,943 
10,984 

14,077 

22,793 

1,315 

3,752 

1,659 

66,523 


$114,963 

22,844 
137,807 


$384,086 


54.456 


1,596 
1,596 


1,541 

258,415 
259,956 


$453,815 


52,705,352 
789,249 
659,464 

4,154,065 


2,624,180 


454,034 
454,034 


45,281 
45,281 


$7,277,560 


$  4,336,095 

790,395 

975,006 

6,101,496 


24,440 

1,219,764 

3,143,425 

2,636 

490,543 

572,619 

5,442 

127,699 

196,716 

12,446 

85,990 

220,687 

7,809 

325,492 

473,987 

69,955 

82,396 

260 

278,509 

364,574 

1,423 

26,228 

118,340 

5,172,744 


500,231 
500,231 


3,000,018 
303,696 


3,303: 

,714 

255 , 

,000 

255 

,000 

$15,333: 

,185 

j-his  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  31  through  35. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  AGENCY  FUND  ACTTVITY 

FOR  THE  TWO  FISCAL  YEARS  FNDED  JUNE  30,  1985 


FUND  BALANCE,  July  1,  1983  $  24,315,386 


ADDITIONS: 

Fiscal  Year  1983-84 

Budgeted  Receipts  58,536,972 

Nonbudgeted  Receipts  2,965,231 

Prior  Year  Receipts  16,627 

Fiscal  Year  1984-85 

Budgeted  Receipts  58,554,643 

Nonbudgeted  Receipts  2,603,689 

Prior  Year  Revenue  (2 , 208) 

Total  Additions  122,674,954 


DEDUCTIONS: 
Fiscal  Year  1983-84 
Nonbudgeted  Disbursements  58,987,892 

Residual  Equity  Transfer  14,738 

Fiscal  Year  1984-85 
Nonbudgeted  Disbursements  87  ,987, 710 

Total  Deductions  146,990,340 


FUND  BALANCE,  June  30,  1985  $ -0- 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  31  through  35. 


30 


MONTANA   DEPARTMENT   OF   STATE    LANDS 

NOTES   TO    FINANCIAL   SCHEDULES 

FOR   THE   TWO    FISCAL   YEARS   ENDED   JUNE   30,    1985 


1.      SUMMARY   OF  SIGNIFICANT  ACCOUNTING   POLICIES 

A.  Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting   which   is  described   in   the  Montana   Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obli- 
gation exists  when  the  related  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under 
state  accounting   policy. 

—  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  contract  may  be  accrued  even 
though  the  services  are  rendered  in  fiscal  years  subsequent 
to  the  fiscal   year   in   which  the  expenditure   is  accrued. 

— The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in   which   budgeted. 

— Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year  in  which  the  anticipated  expenditure  is  to  be  accrued. 

B.  Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
Accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.      The  following   fund  types  are  used  by   the  department: 

General  -  accounts  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund.  Activities  of 
the  central  management,  land  administration,  and  forestry 
programs  are  partially   recorded   in   the  General   Fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specified  purposes.  Legislative  appropriations  are  re- 
quired to  be  spent  from  this  fund  type. 
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Activities  in  this  fund  include  federal  funds  received  by  the 
department  plus  funds  for  land  development,  reclamation,  and 
forestry. 

Capital  Projects  Fund  -  to  account  for  financial  resources  to 
be  used  for  the  acquisition  or  construction  of  major  capital 
facilities. 

The  department  uses  this  fund  to  record  revenues  from 
investments,  sale  of  property,  rentals,  leases,  and  royalties 
that  are  then  transferred  to  the  Department  of  Administration 
for  capital   building   projects. 

Internal  Service  Funds  -  to  account  for  the  financing  of 
goods  or  services  provided  by  one  department  or  agency  to 
other  departments  or  agencies  of  the  governmental  unit,  or  to 
other  governmental   units,   on  a  cost-reimbursement  basis. 

Activity  in  this  fund  reflects  the  operations  of  the  air  opera- 
tions bureau. 

Trust  and  Agency  Funds  -  to  account  for  assets  held  by  a 
governmental  unit  in  a  trustee  capacity  or  as  an  agent  for 
individuals,  private  organizations,  other  governmental  units, 
and/or  other  funds.  These  include  Nonexpendable  Trust 
Funds  and  Agency   Funds. 

The  Nonexpendable  Trust  Funds  include  the  permanent  trust 
funds  established  by  the  constitution  as  permanent  income 
sources  for  the  university  units,  public  schools,  and  insti- 
tutions. 

Agency  funds  account  for  the  interest  and  income  from  in- 
vestments in  the  permanent  trust  funds  and  other  money 
collected  by  the  department.  The  agency  funds  act  as  clear- 
ing accounts  in  the  distribution  of  income  to  the  various 
entities. 


2.      ANNUAL  AND   SICK    LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  Accu- 
mulated unpaid  liabilities  for  annual  and  sick  leave  are  not  re- 
flected in  the  financial  schedules  of  the  Department  of  State 
Lands.      Expenditures    for    termination    pay    currently    are    absorbed 
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in  the  annual  operational  costs  of  the  department.  At  June  30, 
1985,  the  department  had  an  approximate  liability  of  $443,758  for 
annual   leave  and   $227,769  for  sick   leave. 

3.  PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to  this 
plan  was  $313,435  in  fiscal  year  1983-84  and  $355,963  in  fiscal  year 
1984-85. 

4.  GENERAL   FUND   BALANCE 

The  General  Fund  is  a  Statewide  Fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  Statewide  General  Fund  as  long  as  they  stay 
within  their  appropriation  limits.  Thus,  on  an  agency  schedule, 
the  beginning  and  ending  fund  balance  will  always  be  zero  for  the 
General   Fund. 

5.  DIRECT   ENTRIES  TO   FUND   BALANCE 

General  Fund  -  This  entry  corrects  prior  year  financial 
activity  in  the  Agency  Fund  and  represents  a  transfer  from 
that  fund. 

Special  Revenue  Fund  -  These  entries  correct  prior  year 
financial  activity  for  federal  grants. 

6.  RESIDUAL  EQUITY   TRANSFER 

Nonexpendable  Trust  Fund  -  This  money  is  a  transfer  to  the 
University  of  Montana  that  the  department  had  been  holding 
and   investing  on   behalf  of  the  university. 

7.  CHANGE  IN  ACCOUNTING  PROCEDURES  FOR  COMMON 
SCHOOL  MONEYS 

State  law  requires  that  the  department  deposit  common  school 
trust  income  and  interest  funds  in  the  Special  Revenue  Fund  for 
state  equalization  aid.  The  deposit  is  made  each  February  for 
funds      collected      during       the      previous      calendar      year.         The 
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department  changed  its  method  of  recording  the  funds  in  fiscal 
year  1984-85.  The  department  began  accruing  revenue  and  expen- 
ditures at  fiscal  year-end  June  30,  1985  for  funds  earned  in  the 
first  six  months  of  calendar  year  1985.  In  the  past  no  such 
accrual  was  made  at  fiscal  year-end.  Prior  to  fiscal  year  1984-85, 
the  revenues  and  related  Agency  Fund  deductions  were  recorded 
only  when  the  distribution  was  made  each  February.  The  effect  of 
this  change  is  to  increase  revenues  by  $24,594,516  in  the  Special 
Revenue  Fund  and  $1,294,448  in  the  Nonexpendable  Trust  Fund 
for  fiscal  year  1984-85.  Deductions  are  increased  $25,888,964  in 
the  Agency   Fund   in   fiscal   year   1984-85. 

8.  PROGRAM   CHANCES 

Changes  in  the  department's  program  structure,  effective 
July   1,    1983,    are  as   follows: 

1 .  Reclamation  -  the  Environmental  Analysis  Bureau  was 
transferred  to  this  program  from  the  Central  Management 
program. 

2.  Land  Administration  -  five  positions  previously  accounted 
for  in  the  Central  Management  program  were  transferred 
to  the  Land  Administration   program. 

9.  BUDGET    INFORMATION 

The  department  utilizes  a  fixed  basis  of  budgeting.  Appro- 
priations of  specific  dollar  amounts  are  set  for  each  fiscal  year  in 
a  biennium  by  the  Legislature.  Appropriations  control  the  finan- 
cial operations  of  the  department  each  fiscal  year.  At  fiscal 
year-end,  appropriations  (with  the  exception  of  continuing  appro- 
priations and  biennial  appropriations)  revert  to  the  fund  of  origi- 
nal appropriation.  The  reverted  appropriation  balance  may  be 
used  in  the  subseguent  year  as  authorization  for  valid  prior  year 
obligations. 
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Budget  amendments  represent  the  authorization  to  spend 
funds  not  available  for  consideration  by  the  Legislature  but  avail- 
able from  sources  other  than  General  Fund.  Budget  amendments 
are  approved  by  the  Governor's  Office  of  Budget  and  Program 
Planning . 

10.  CASH   TRANSFERS 

Under  the  Statewide  Budgeting  and  Accounting  System  (SBAS), 
several  state  agencies  may  record  activity  in  the  same  accounting 
entity.  During  the  fiscal  year,  the  activity  for  each  agency  is 
recorded  on  SBAS  separately.  At  the  end  of  the  fiscal  year,  the 
activity  for  all  the  agencies  using  the  accounting  entity  is  com- 
bined on  SBAS  in  a  combined  accounting  entity.  The  cash  transfers 
reflected  on  the  Schedule  of  Changes  in  Fund  Balance  represent 
the  fiscal  year-end  transfer  of  the  cash  balances  in  the  depart- 
ment's combining  accounting  entities  to  the  state's  combined  ac- 
counting entities. 

11.  FIXED  ASSETS 

The  department  records  fixed  assets  in  the  General  Fixed 
Assets  Account  Group.  At  June  30,  1985,  department  records 
show  $6,163,695  of  fixed  assets.  This  represents  $4,301,421  of 
equipment  and  $1,862,271  of  land  (valued  at  $10/acre).  Approxi- 
mately $895,000  of  federal  excess  property  was  not  recorded  in  the 
department's  records  as  title  to  the  property  does  not  pass  to  the 
state. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

FISCAL  YEARS  1983-84  AND  1984-85 

Fiscal  Year  Fiscal  Year 

1984-85  1983-84 

Granting  Agency            Grant  Number        Receipts  Receipts 

Department  of  the  Interior  Office  of  Surface  Mining 

Federal  Reclamation              G512-3303        $    -0-  $    75,320 

Federal  Reclamation              G513-3303             5,479  500,000 

Federal  Reclamation              G514-3303           500,000  -0- 

Abandoned  Mine  Administration     G512-7301             -0-  406,760 

Abandoned  Mine  Administration     G513-7301           197,159  940,000 

Abandoned  Mine  Administration     G514-7301         1,075,000  -0- 

Abandoned  Mine  Construction  #1    G512-7302         1,830,000  1,732,000 

Abandoned  Mine  Construction  #2    G513-7302           635,000  341,000 

Abandoned  Mine  Construction  #3    G5 14-7302         2,515,000  -0- 

Total  Grants  from  the  Department  of  the  Interior      6,757,638  3,995,080 

Department  of  Agriculture  U.S.  Forest  Service 

Rural  Community  Fire  Protection   Rl-84-0003            -0-  61,935 

Rural  Community  Fire  Protection   Rl-85-0003           63,860  -0- 

Forestry  Incentive  Program        Rl-84-0002            -0-  7,081 

Forestry  Incentive  Program        Rl-85-0002            1,966  -0- 

Agriculture  Conservation  Program  Rl-84-0004            -0-  32,137 

Agriculture  Conservation  Program  Rl-85-0004           19,463  -0- 

Resource  Conservation  and 

Development                                           -0-  26,300 

Consolidated  Grant               Rl-84-0025            -0-  414,000 

Consolidated  Grant               Rl-85-0025          403,354  -0- 

Water  Quality                    Rl-84-0025      -0-  6,000 

Total  Grants  from  the  Department  of  Agriculture         488,643  547,453 

Federal  Emergency  Management  Agency  4,417 ,498      -0- 

GRAND  TOTAL                                  $11,663,779  $4,542,533 
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AGENCY    RESPONSE 


DEPARTMENT  OF  STATE  LANDS 


TED  SCHWINDEN.  GOVERNOR 


CAPITOL  STATION 


STATE  OF  MONTANA' 


(406)  444  2074 


1625  ELEVENTH  AVENUE 
HELENA.  MONTANA  59620 


April  25,  1986 


Mr.  Scott  A.  Seacat,  Legislative  Auditor 
Office  of  Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Mr.    Seacat: 


MONTANA  LtGISLAflVE  AUDITOR 


Attached  are  the  Department  of  State  Lands  responses  to  the  Audit  Report 
transmitted  by  Mary  Bryson's  letter  of  April  17,  1986.   I  want  to  thank  you 
and  your  staff  for  the  cooperative  spirit  they  have  shown  in  this  audit. 
While  we  were  not  able  to  agree  on  all  issues,  I  appreciated  your  staff's 
willingness  to  listen  to  the  agency's  perspective. 


Sincerely. 


'Dennis  Hemmer,  Commissioner 
Department  of  State  Lands 

jc 
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Recommendation  //l 

The  Department  advertise  state  leases  due  for  renewal  In  each  county  seat  on 
an  annual  basis. 

Agency  Response: 

Changing  the  procedures  used  in  bid  renewal  is  a  significant  change.   It  is 
the  Department's  position  that  this  is  a  policy  change  of  sufficient  signifi- 
cance that  it  should  be  a  result  of  legislative  action. 

Recommendation  #2 

The  Department  compile  a  list  of  oil  and  gas  depth  leases  in  which  the 
primary  term  has  expired  and  distribute  it  to  state  lands  oil  and  gas  les- 
sees. 

Agency  Response: 

Conditionally  concur:   Depth  leases  are  only  of  value  in  instances  where 
another  production  zone  is  identified  in  a  producing  field.   Compiling  a  list 
of  leases  and  zones  open  for  depth  leasing  is  not  an  easy  task.   A  variety  of 
information  is  needed,  including  the  completion  reports  discussed  in  this 
audit.   The  new  Trust  Land  Management  system  is  being  designed  to  provide 
information  on  each  well  including  the  production  formation.   The  Department 
does  not  have  staffing  to  compile  the  lists  manually.   The  system  will  be 
implemented  as  funding  allows. 

Recommendation  #3 

The  Department  ensure  completion  reports  are  provided  by  lessees. 

Agency  Response: 

Concur:   There  is  confusion  on  the  lessees'  part  in  that  the  completion 
reports  and  sundry  notices  that  are  filed  with  the  Board  of  Oil  and  Gas  in 
Billings  are  not  being  sent  to  this  Department.   Currently  the  Department  has 
to  manuallv  go  to  the  Board  of  Oil  and  Gas  and  extract  the  information  from 
their  files. 

The  Department  will  contact  the  Board  of  Oil  and  Gas  and  see  if  they  can 
send  duplicate  copies  of  the  completion  reports  and  sundry  notices  on  a 
systematic  basis.   If  this  cannot  be  accommodated,  the  Department  will 
continue  to  contact  lessees  and  request  that  the  reports  and  notices  be  filed 
as  staffing  allows. 

Recommendation  #4 

The  Department: 

A.   Investigate  alternative  methods  of  funding  fire  suppression  and  submit  a 
proposal  with  its  budget  request  for  the  1989  biennium. 
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Agency  Response: 

Concur:   The  Department  intends  to  request  the  Legislature  to  enact  a 
bill  allowing  deficit  spending  for  fires  occurring  from  the  end  of  the 
Legislature  to  the  end  of  the  biennium. 

B.   Record  expenditures  in  the  proper  year. 

Agency  Response: 

Concur:   The  Department  saw  no  alternatives  to  funding  on  FY86.   The 
legislation  proposed  in  the  response  to  Part  A  would  solve  this  problem. 

Recommendation  #5 

We  recommend  the  Department  establish  procedures  to  support  Personal  Service 
Expenditures  charged  to  the  Resource  Development  program. 

Agency  Response:   ^ 

Not  Concur:   Since  the  passage  of  the  Act,  it  has  evolved  that  certain 
positions  are  funded  from  Resource  Development.   These  positions  meet  the 
requirements  of  the  Act  in  that  they  increase  the  revenue  to  the  trust.   It 
can  be  argued  that  the  entire  lands  and  portions  of  the  Central  Services  and 
Forestry  Divisions  could  be  funded  from  the  trust.   In  these  fiscal  times  the 
only  option  would  be  to  fund  additional  positions  from  the  general  fund.   The 
present  system  is  not  broken  and  doesn't  need  fixing. 

Recommendation  #6 

The  Board  of  Land  Commissioners  and  the  Department  implement  the  provisions 
of  the  Montana  Natural  Areas  Act  of  1974. 

Agency  Response: 

Not  Concur:   The  Department  cannot  now  accomplish  all  of  its  statutory 
duties.   Unless  funding  is  forthcoming  for  staffing,  the  Department  cannot 
identify  Natural  Areas.   Unless  funding  is  forthcoming  for  acquisition, 
identification  would  be  a  waste  of  scarce  money. 

Recommendation  #7 

The  Department: 

A.   Initiate  discussions  with  the  Secretary  of  State  on  the  feasibility  of 
transferring  responsibility  for  state  land  deeds  to  the  Department. 

Agency  Response: 

Concur:   The  agency  will  initiate  discussions  with  the  Secretary  of 
State's  office  within  one  year.   It  should  be  pointed  out  that  simply 
moving  the 
deeds  will  accomplish  little.   The  deeds  used  to  be  verified  and  entered 
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into  the  Department  system.   Both  cost  money. 

B.    Consult  with  the  Department  of  Administration,  Accounting  Division,  on 
the  utilization  of  the  land  management  data  base  as  the  state's  primary 
land  records  for  all  state  agencies. 

Agency  Response: 

Concur:   The  Department  has  already  made  contacts 
with  other  land  holding  agencies  regarding 
recording  their  lands  on  the  Department's  system. 

Recommendation  #8 

The  Department  ensure  location  codes  are  updated  whenever  property  items  are 
transferred. 

Agency  Response: 

Concur:   The  Department  has  instituted  a  new  policy  on  property  transfer 
which  should  resolve  this  problem. 

Recommendation  #9 


We  recommend  the  Department  determine  disposition  for  all  federal  excess 
property  and  update  the  inventory. 

Agency  Response: 

Concur:   Some  of  this  equipment  was  never  physically  acquired.   The  equipment 
was  transferred  on  paper  from  now  defunct  fire  suppression  organizations. 
The  Department  has  already  begun  determining  the  disposition  of  all  excess 
property. 

Recommendation  #10 

The  Department  recognize  revenue  that  is  susceptible  to  accrual  at  fiscal 
year-end  in  accordance  with  state  accounting  policy. 

Agency  Response: 

Concur:   This  will  be  done. 
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